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CORPORATE PROFILE 


Ensign Resource Service Group Inc. is an in s drilling and well 
servicing industry. The Corporation's comm ares trade on The Toronto Stock Exchange under.the symbol “ESI”. 

Ensign Resource Service Group Inc. is t blic holding company of five operating divisions, Ens rilling, Tri-City 
Drilling, Caza Drilling, Rockwell Servicing an en Oilwell Servicing. The Ensign Group is established in providing innova- 
tive and professional drilling and well servicing services to the Canadian market. Through its Caza Drilling division, the 
Corporation has expanded its contract drillin ices to the Rocky Mountain region of the United Stat 


HIGHLIGHTS 


($o00s except per share data) 1995 % Change 


Financial 
Revenue 180,665 +36 
Cash Flow 25,895 +47 
Per Share +38 
Income +51 
~ Per Share +43 
Property and Equipment +124 
Shareholders’ Equity +37 
Net Capital Expenditures +1,391 
Long-term Debt +583 
Average Number of Shares Outstanding +7 
Return on Shareholders’ Equity : “7 
Operating 
Number of Drilling Rigs +72 
Number of Well Servicing Rigs +9 
Wells Drilled (Canada) +24 
Well Drilled (U.S.) +154 
Rig Utilization Rate (%) 
Drilling (Canada) +5 : 
Drilling (U.S.) +74 — 
Well Servicing +18 
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Five strong operating divisions 
provide a high level of service throughout 


Canada and the Rocky Mountain region of 


the United States 


ENSIGN RESOURCE SERVICE GROUP INC. 


DRILLING 


WELL SERVICING 


Ensign Tri-City Caza 
Drilling Drilling _ Drilling Inc. 


Rockwell Leyen Oilwell 
Servicing Servicing 


Notice of Annual Meeting 


The Annual Meeting of Shareholders will be held on Wednesday, May 28, 1997 at 2:30 pm at the Calgary Petroleum 
Club. All Shareholders are encouraged to attend, but if unable, we request the form of proxy be signed and returned 
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By implementing an opportunistic growth 
strategy, the Ensign Group has established 
itself as one of North America’s leading drilling 
and well servicing companies. The Ensign 
Group is pleased to report that it achieved 
record financial and operating results for 
the year ended December 31, 1996 due to 
several strategic acquisitions which expanded 
the Corporation's rig fleet, and buoyant 


commodity prices which created a 
tremendous demand for oil and gas 
drilling and well servicing services, 
particularly in Canada. 


The Year in Review 


During 1996, revenue increased 36 
percent to $245.4 million compared 
to $180.7 million in 1995. Cash 
flow rose to $38.2 million ($1.88 
per share) from $25.9 million 
($1.36 per share) in 1995, repre- 
senting a 47 percent increase. Net 


income improved 51 percent to 
$25.8 million or $1.27 per share in comparison 
with $17.1 million or $0.89 per share for 
the year ended December 31, 1995. The 
Corporation's overall financial performance 
during 1996 was somewhat tempered by 
several planned major maintenance projects 
throughout the year. 

While 1995 was a strong year for the 
Canadian oil and gas service industry, activi- 
ty levels in 1996 were even higher. The num- 
ber of wells drilled in western Canada 
in 1996 increased 15 percent to 12,695 wells 


An expanded drilling 
and well servicing rig 
fleet combined with 
high activity levels in 
the Canadian oil and 
natural gas industry 
allowed the Ensign 
Group to achieve 
record financial 


results in 1996. 


compared to 11,062 wells in 1995. This activity resulted in high- 
er rig utilization rates and higher cash flow for the Corporation. 

The Ensign Group's drilling divisions combined to drill 
2,185 wells in Canada in 1996, reflecting a 24 percent increase 
over the 1,768 wells drilled in 1995. Based on this record 
activity and an expanded rig fleet, the 
Ensign Group's market share increased to 
17 percent in 1996 from 16 percent in the 
previous year. 

During 1996, the Corporation's United 
States operations, Caza Drilling Inc., con- 
tinued to be impacted by low industry 
utilization rates and one-time costs associ- 
ated with redeploying drilling rigs to areas 
in the Rocky Mountain region of the 
United States with higher activity levels. As 
expected, the results of Caza Drilling con- 
tinue to be immaterial to the Ensign Group; 
however, the oil and gas industry in the 
United States is expected to improve and 
the Ensign Group is well-positioned to capitalize on opportuni- 
ties as this market continues to gain strength. 

Similar to the Corporation's drilling divisions, the Ensign 
Group's well servicing divisions enjoyed record operating 
levels in 1996. The well servicing divisions recorded a 38 per- 
cent increase in revenue hours in 1996 compared to 1995. 


‘“These significant increases over the prior year are due to 


an expanded well servicing fleet and strong client support, 
combined with higher activity levels in the Canadian oil and 
natural gas industry. 


An Expanded Rig Fleet 


During 1996, the Ensign Group completed several strategic 
acquisitions, augmenting both its drilling and well servicing divi- 
sions. These acquisitions included: 

August 23, 1996 — Caza Drilling acquired 19 operable 
drilling rigs from Kenting Apollo Drilling, Inc. 

September 3, 1996 — The Ensign Group acquired seven 
well servicing rigs from K & S Well Servicing Ltd. - a private 
Alberta-based contractor. 

October 25, 1996 — Ensign completed the largest transac- 
tion in its history with the acquisition of the Canadian oil and 
gas drilling assets of Simmons Drilling Corp. (27 drilling rigs). 

November 15, 1996 — Caza Drilling acquired 14 operable 
drilling rigs and related assets operated by Cardinal Drilling 
Company, a subsidiary of Lynx Energy Services Corp. 

In addition to these acquisitions, the 
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Technology and Safety 
MINA WIV ES 


The Ensign Group is a technology driven 
company. The Corporation is currently parti- 
cipating in a 50 percent joint venture project 
with Transocean Offshore in developing 
leading edge technology in coiled tubing 
drilling. This technology holds significant 
potential for the future and the Ensign Group 
will continue to report its progress with 


——— 


respect to this advanced technolo- 


Corporation's Ensign Drilling division construct- During the year, gy and other initiatives in 1997. 
ed a slant drilling rig and the Rockwell Servicing — Gash flow increased The Ensign Group is commit- 


division began construction of three new slant 
well servicing rigs supported by long-term com- 


to $38 million, net 


ted to continually improving its 
training, maintenance and certifi- 


mitments from major customers. All of these income totalled cation programs. As such, the 
specialty rigs are now operational demonstrat- $26 million and Corporation has six employees on 


ing the Corporation's strong commitment to 
developing and utilizing new technology. 
As a result of these acquisitions and the 


revenues rose 36 


staff dedicated to safety and 
training. This team ensures that 


percent over the employee health, safety and envi- 


construction of new rigs, the Ensign Group's previous year. ronmental concerns are addressed 


rig fleet expanded not only in terms of size but 

also capability. Overall, the Corporation's drilling rig fleet grew 
to 134 rigs in 1996 (presently 139 rigs) compared to 78 drilling 
rigs in 1995. In terms of the Ensign Group's well servicing rig 
fleet, the Corporation operated 81 well servicing rigs at 
December 31, 1996, a nine per cent increase over the 74 rigs 
in 1995, and is now the second largest well servicing contrac- 
tor in Canada. 


—— onan ongoing basis and that they 
are incorporated into every plan, decision 
and activity of the Corporation. 


Outlook 


The Ensign Group believes that the high level 
of activity experienced in 1996 will continue 
throughout 1997. According to the Canadian 
Association of Oilwell Drilling Contractors, 
the number of wells drilled in Canada in 
1997 is estimated to be 14,362 wells com- 
pared to 12,695 wells in 1996. Oil and gas 
exploration and development companies 
continue to maintain profitability and capital 
spending levels which, in turn, creates 
greater rig demand. Additionally, oil and gas 
pipeline projects and strong demand south 
of the border will continue to have a positive 
effect on the Canadian industry. Further, 
the Canadian well completion and servicing 
sector is expected to remain at high utiliza- 
tion rates and, with continued consolidation 
in this sector, pricing levels are expected to 
remain firm. 

Based on improved commodity prices, 
the outlook for the U.S. market is positive. In 
addition, independent producers are becom- 
ing more active in the United States and, as 
a result, higher activity levels will lead to a 
stronger and more profitable drilling and well 
servicing industry in the United States. 

The Ensign Group expects to achieve 
record profitability levels again in 1997. 
Strong future activity levels and the Cor- 
poration's ability to generate free cash flow 
will allow the Ensign Group to pursue future 
opportunities as they arise. 
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AS A RESULT 


= 


OF SEVERAL STRATEGIC ACQUISITIONS, THE 


SIGN GROUP’S 


DRILLING RIG FLEET GREW TO 134 RIGS IN 1996, RERRESENT- 


ING AY7z PER CENT INCREASE OVER THE PREVIOUS 


THE EXPANDED RIG FLEET ENCOMPASSES ALI DRILLI 


REQUIREMENTS FROM THE SHALLOW DEPTH RANGE TO 
DEEP OIL AND NATURAL GAS DRILLING REQUIREMENTS. 
THE ENSIGN GROUP ALSO PROVIDES SPECIALTY DRILLING 
SERVICES INCLUDING HORIZONTAL DRILLING, UNDER-BALANCED 


DRILLING AND THE HORIZONTAL RE-ENTRY OF EXISTING WELLS. 
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RIG DEPTH 
CAPABILITIES 

#ofRigs %of Fleet 
0 - 1,000 10 ii 
1,001 — 2,000 21 15 
2,001 — 3,000 78 56 
3,001 — 4,000 21 15 
4,001 — 5,000 7 5 
5,001 + 2 2 
Total 139 100 
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The Ensign Group's three drilling divisions — 
Ensign Drilling, Tri-City Drilling and Caza 
Drilling Inc. — have solid reputations and a 
depth of resources and expertise. Each 
division is committed to quality, service and 
safety and ensuring that the needs of the 
Corporation's customers are met on a timely 
and cost-effective basis. The Ensign Group 
performs ongoing maintenance and certifica- 
tion programs to ensure that its rig fleet 
meets and exceeds regulatory standards as 
well as the Corporation's standards of quality 
and safety. Additionally, each division focuses 
on cost control to ensure the efficiency and 
profitability of its operations. 

Although Caza Drilling continued to be 
impacted by low activity levels in the United 
States, both Ensign Drilling and Tri-City 
Drilling achieved record utilization rates and 
higher profitability in 1996. With industry 
activity expected to remain at high levels 
throughout 1997, operating and profitabili- 
ty levels for the Corporation's two 
Canadian drilling divisions will exceed those 
attained in 1996. Moreover, the U.S. mar- 
ket is showing strong signs of improvement 
and increases in commodity prices will like- 
ly lead to higher levels of drilling activity in 
1997 which in turn will have a positive 
impact on the operations of Caza Drilling. 


Ensign Dera liane 


Ensign Drilling's rig fleet grew to 59 drilling rigs in 1996 com- 
pared to 39 rigs in 1995 as a result of the acquisition of the 
Canadian drilling assets of Simmons Drilling Corp. and through 
the construction of one slant drilling rig. This growth, in addition 
to increased industry activity, resulted in a record number of 
metres drilled for this division in 1996. Higher utilization rates 
also resulted in improved revenue rates and profitability for 
Ensign Drilling in 1996 compared to the previous year. Ensign 
Drilling recorded a rig utilization rate (based on spud to rig 
release days) of 62 percent in 1996 compared to 59 percent in 
1995 and, consequently, this division recorded a 16 percent 
increase in drilling days for the year ended December 31, 1996. 
Through increased activity and an expanded rig fleet, Ensign 
Drilling’s market share, based on metres drilled, increased to 
12.8 percent in 1996 compared to 8.2 percent in the previous 
year. Subsequent to year-end, in March 1997, the Corporation 
acquired five additional rigs from Viper Drilling (1984) Ltd. 
Ensign Drilling continues to maintain a strong presence in 
the horizontal drilling market. Specialty drilling, including hor- 
izontal drilling, is becoming increasingly important in Canada 
as oil and gas producers continue to search for new methods 
to increase recoverable reserves and increase operating effi- 
ciencies. With the benefits of horizontal drilling technology 
becoming more widely understood and applied, additional 
contractors have entered the horizontal drilling market. As a 
result, the premium price differential that was enjoyed by this 
market segment in 1995 was less evident in 1996. Ensign 
Drilling drilled 270 horizontal wells in 1996 compared to 227 
wells in 1995. Ensign Drilling continues to focus on providing 


‘specialty drilling services to its customers by investing time 


and resources in developing leading edge technology and 
improving drilling efficiency. 


Pi-city Drilling 


As a result of Tri-City Drilling’s excellent reputation, experienced 
management team and quality rig fleet, this division continues to 
rank at the top of the industry in terms of rig utilization rates. 
With Tri-City Drilling's continued specialization in shallow and 
intermediate depth wells, utilization rates increased to 68 percent 
in 1996 compared to 61 percent in 1995. 

Tri-City Drilling operated 29 drilling rigs as at December 
31, 1996, a 45 percent increase over the 20 drilling rigs 
operated in the previous year. This growth is a result of the 
acquisition of eight rigs from Simmons Drilling Corp. and 
the construction of one additional rig during the year. 

Tri-City Drilling's mobility and standards of service to its 
clients, balanced by commitment to cost-control and prof- 
itability, programs of continuous equipment upgrading and 
maintenance of a skilled and trained workforce, continues to 
result in high levels of utilization for this division. With indus- 
try activity levels expected to exceed 1996 levels, Tri-City 
Drilling is anticipating another year of record results in 1997. 
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Caza Drilling expanded significantly during 1996 with the com- 
pletion of two separate acquisitions. In August 1996, Caza 
Drilling acquired 19 operable rigs from Kenting Apollo Drilling, 
Inc., a subsidiary of Trimac Limited, and expanded further in 
November 1996 with the acquisition of the 14 operable drilling 
rigs and related assets formerly operated by Cardinal Drilling 
Company, a subsidiary of Lynx Energy Services Corp. As a result 
of these acquisitions and fleet rationalization, Caza Drilling's rig 
fleet has grown to 46 rigs at year-end 1996 compared to 19 rigs 
at December 31, 1995 and this division now operates the second 
largest drilling rig fleet in the Rocky Mountain region of the 
United States. 


During 1996, the Ensign Group contin- 
ued with its initiatives to improve the opera- 
tions of Caza Drilling. This division's manage- 
ment team was augmented during the year 
with the addition of several key employees 
formerly associated with Exeter Drilling 
which had been one of the United States’ 
largest drilling contractors. 

The land-based oil and gas drilling 
industry in the United States continued to 
operate at very low activity levels in 1996 
relative to the activity levels experienced 
in Canada. Activity levels in the Rocky 
Mountain Region decreased slightly to 10.0 
million feet drilled in 1996 from 10.5 million 
feet drilled in 1995. Whenever possible, the 
Ensign Group continues to exchange the 
technological expertise that it has devel- 
oped in Canada and the United States. 

With further consolidation of drilling 
contractors in the Rocky Mountain region of 
the United States and the economies of 
scale which will be achieved as a result of 
these key acquisitions, the Ensign Group 
believes that the profitability of Caza Drilling 
will improve. Industry utilization rates in the 
United States continue to be relatively low; 
however, there is increased optimism for this 
market and Caza Drilling is well-positioned 
to take advantage of increased activity. 


GROUP OPERATES THE SECOND LARGEST WELL SERVICING 


RIG FLEET IN CANADA THROUGH ITS TWO WELL SERVICING 


DIVISIONS — ROCKWELL SERVICING AND LEYEN OILWELL 
% 


SERVICING. LOOKING FORWARD, THE ENSIGN GROUP WILL\ 
\ 
CONTINUE TO MAINTAIN ITS LEADERSHIP POSITION AND \ 


PROVIDE ITS CUSTOMERS WITH INNOVATIVE WELL 


SERVICING TECHNIQUES. 


RIG DISTRIBUTION RIG CLASSIFICATION 
#ofRigs % of Fleet 


Slant Single 9 10 
Mobile Single Ih 16 
Mobile Double 4 5 
Mobile Single-Double 49 57 
| GRANDE PRAIRIE 
Medium Double 3 fh 
7 \4 
ARDMORE ‘3 Heavy Double 7 8 
LLOYDMINSTER \a 
WAINWRIGHT \3 Total 86 100 
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PROVOST} 


CORONATION 


BROOKS 

UTILIZATION RATE — 
WELL SERVICING 

(%) 
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The Ensign Group's two well servicing divi- 
sions — Rockwell Servicing and Leyen Oilwell 
Servicing — combine to represent the second 
largest well servicing contractor in Canada. 
These divisions, with their focus on continu- 
ous quality improvement and innovative use 
of current technology to satisfy the needs 
of an expanding customer base, recorded 
year-over-year growth in operating hours 
and profitability. The management, market- 
ing and accounting functions are centralized 
in the Ensign Group's Calgary office. The 
continued streamlining and expansion of the 
Corporation's well servicing operations has 
resulted in reduced overhead costs and 
improved efficiencies. The Corporation's 
continued emphasis on reducing operating 
costs and improving margins, combined with 
higher activity levels, is expected to result 
in further gains in profitability for both 
Rockwell Servicing and Leyen Oilwell 
Servicing in 1997. 


Rockwell Servicing 


At year-end 1996, Rockwell Servicing's fleet 
totalled 40 well servicing rigs compared to 39 
in 1995. During 1996, Rockwell Servicing 
began the construction of three new slant 
well servicing rigs based on long-term com- 
mitments from major customers. All three 
rigs were completed and were operating by 
the end of the first quarter of 1997. At that 
time, Rockwell Servicing will operate a total 
of nine slant well servicing rigs, the largest 
slant well servicing fleet in Canada. Slant well 
servicing to the heavy oil industry continues 


to be a growing specialty market and the Ensign Group intends 
to build on Rockwell Servicing's strong reputation for this special- 
ty service in the heavy oil market. 

For well servicing rigs actively marketed, Rockwell 
Servicing’s rig utilization rate increased to 92 percent in 1996 
from 72 percent in 1995. In addition, the division recorded a 47 
percent increase in operating hours in 1996 due to increased 
industry activity levels and an expanded rig fleet. Operating 
throughout the Western Canadian Sedimentary Basin, each of 
Rockwell Servicing's stations experienced higher industry activ- 
ity levels in 1996 compared to the previous year. 


Leyen Oilwell Servicing 


Focusing its operations in the heavy oil region around 
Lloydminster, Alberta, this division achieved utilization rates of 91 
percent in 1996 compared to 83 percent in 1995, with operating 
hours increasing 30 percent over 1995 levels. These increases 
reflect higher industry activity and an expanded rig fleet which 
has grown to 41 well servicing rigs at year-end 1996, as a result 
of the acquisition of the K & S Well Servicing rigs, compared to 
35 well servicing rigs as at December 31, 1995. In March 1997, 
Leyen Oilwell Servicing further expanded its rig fleet with the 


acquisition of four rigs from Rotation Well Servicing Ltd. 


During 1996, Leyen Oilwell Servicing continued to focus 
on achieving greater profitability and reducing operating costs 
in addition to upgrading its equipment, performing preventa- 
tive maintenance and completing the necessary certifications 
to ensure that its rig fleet continues to meet the highest 
standards of quality and safety. 


Pio mity ln tia tiv ers 


The Ensign Group commits substantial resources to managing 
health, safety and the environment and ensuring that these issues 
are incorporated into every aspect of the Corporation's business 
activities. The Ensign Group has six employees dedicated to 
implementing the necessary management systems to ensure that 
the Corporation's health, safety and environmental standards are 
reviewed and achieved on an ongoing basis. During 1996, the 
Ensign Group invested $1.7 million to carry out the Corporation's 
heath, safety, training and environmental initiatives. For 1997 the 
Corporation has budgeted over $2.0 million for these activities. 
With the high industry activity levels experienced during 
1996, and with this trend expected to continue into 1997, the 
Ensign Group is taking a proactive approach to training and 
development due to the high number of new employees 
entering the oil and gas drilling and well servicing industry. The 
Ensign Group regularly exceeds the minimum regulatory 
requirements needed for employment in the oil and gas drilling 
and well servicing industry. The Corporation maintains rig 
crews trained in well control, first aid, HaS (hydrogen sulfide) 
and the transportation of dangerous goods. In addition, the 
Ensign Group provides training programs developed internally, 
directed at specific training requirements through the mainte- 
nance of resource libraries of videos and work books at well 
servicing stations and drilling rigs. These resources allow 
employees to respond quickly to their training needs. 
Each division within the Ensign Group holds 
annual rig manager conferences where the Cor- 
poration further develops the management skills of 
rig managers and senior drillers. This forum is also the 
focus of an annual review of operating practices and 


WELL SERVICING 
LOST TIME ACCIDENT 
FREQUENCY 
(compensible accidents per 
200,000 man hours worked) 


ee _ Safety and the Environment 


Maintaining a 
Quality ble et 


The Ensign Group made several planned 
expenditures during 1996 to ensure that 
its rig fleet maintains the highest standards 
of safety, reliability and mobility and, in turn, 
provides lower “non-productive time” 
for customers and improves the economic 
performance of the Corporation. These 
expenditures have also contributed to the 
Ensign Group's success in injury prevention. 


Environmental 
Stewardship 


The Ensign Group places a high priority on 
protecting the environment and, as such, all 
of the Corporation's drilling and well servic- 
ing managers have completed waste and 
environmental management training. In 
addition, at all rig sites the Ensign Group 
posts its environmental standards and rig 
crews proactively support the Corporation's 
objectives to reduce, reuse, recycle and 
reclaim materials resulting from drilling and 
well servicing activities. 


DRILLING 

LOST TIME ACCIDENT 
FREQUENCY 
(compensible accidents per 
200,000 man hours worked) 


setting new goals for the next annual period. The 
Ensign Group's ongoing training and development of = 


its field managers has been a motivating factor con- 
tributing to the Corporation's overall success. The 3 
effectiveness of these programs is measured in part 
by the fact that the divisions within the Ensign Group 
have sustained worker injury rate trends below indus- 
try averages. 
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Overview 


The Ensign Group generated record levels 
of earnings and cash flow for the year 
ended December 31, 1996, due to further 
expansion of the Corporation's rig fleet and 
continued high levels of activity in the 
Canadian oil and natural gas well drilling 
and well servicing industry. 

The Ensign Group generated revenue 
of $245.4 million in 1996, a 36 
percent increase over the $180.7 


—— 


million in revenue generated in 
1995. The Corporation's net income 

for the year ended December 31, 
1996 increased to $25.8 million 
($1.27 per share) up 51 percent 
from the $17.1 million ($0.89 per 
share) recorded for fiscal 1995. 
Cash flow provided by operations 
increased 47 percent to $38.2 mil- 
lion ($1.88 per share) for 1996 compared 
to the $25.9 million ($1.36 per share) gener- 
ated in 1995. 


Revenue 


Revenue for the Ensign Group increased to 
$245.4 million for 1996 compared to $180.7 
million for the prior year. This represents an 
increase of 36 percent and can be attributed 
to the strong level of activity in the Canadian 
oil and gas industry and an increase in the 
level of oil and gas drilling activity in the 
Rocky Mountain region of the United States. 
The Corporation's revenues were further 
increased due to the increased size of the rig 


The Ensign Group 
achieved record 
revenue in 1996, 
reaching $245.4 
million compared 
to $180.7 million 
in 1995. 


fleet as a result of the acquisitions which were completed in both 
Canada and the United States in the second half of 1996. The 
Ensign Group operated an average of 64 drilling rigs in 1996 
through its two Canadian drilling divisions, Ensign Drilling and 
Tri-City Drilling. This is up 14 percent from the 1995 average of 
56 drilling rigs. The average number of well servicing rigs oper- 
ated by the Corporation through the Rockwell 
Servicing and Leyen Oilwell Servicing divisions 
increased to 72 well servicing rigs in 1996, up 
14 percent from the 1995 average of 63 rigs. 
The demand for contract drilling and well ser- 
vicing services was strong throughout fiscal 
1996. The strong demand also resulted in 
improved Canadian revenue rates for the 
Corporation in 1996 compared to 1995. 

Ensign Drilling operated a fleet of 59 
drilling rigs at December 31, 1996, an increase 
of 20 rigs from the 39 rigs which it operated at December 31, 
1995. The most substantial portion of this increase is related to 
the acquisition of the Canadian drilling assets of Simmons 
Drilling Corp. in October 1996. As a result of the increased 
fleet size and the strong levels of activity, Ensign drilled 1,057 
wells in 1996, representing a 24 percent increase over the 854 
wells drilled in 1995. 

Tri-City Drilling’s rig fleet also increased significantly dur- 
ing 1996 primarily as a result of the acquisition of the drilling 
assets of Simmons Drilling mentioned above. Tri-City Drilling 


“operated a total of 29 rigs as at December 31, 1996, compared 


to a total of 20 rigs as at December 31, 1995. During 1996, 
Tri-City Drilling drilled a total of 1,128 wells, a 23 percent 
increase over the 914 wells drilled in 1995. 


The Ensign Group's United States drilling division, Caza 
Drilling, operating in the Rocky Mountain region of the United 
States, experienced a large increase in the size of its drilling 
rig fleet during 1996. At December 31, 
1996, Caza's drilling rig fleet included a total 
of 46 operable drilling rigs. This compares to 
a total of 13 operable drilling rigs at 
December 31, 1995. The increase in the 
number of rigs can be attributed to the pur- 
chase of 19 operable drilling rigs from 
Kenting Apollo Drilling, Inc. in August 1996. 
A further 14 operable drilling rigs were acquired from Lynx 
Energy Services Corp. in November 1996. While the United 
States drilling industry has experienced a prolonged period of 
depressed activity and pricing levels, the latter part of the year 
brought positive signs that the drilling environment may be 
poised for more prosperous times in the future. The operations 
for Caza Drilling in 1996 were not material to the operations 
of the Ensign Group as a whole; however, the continued 
improvement of drilling activity in the Rocky Mountain region 
of the United States could provide a significant contribution to 
the financial results of the Ensign Group in the future. 

Rockwell Servicing operated a total of 40 well servicing 
rigs at December 31, 1996 compared to a total of 39 well ser- 
vicing rigs as at December 31, 1995. The addition of one well 
servicing rig was part of the acquisition of seven well servicing 
rigs from K & S Well Servicing Ltd. in September 1996. During 
1996, Rockwell Servicing recorded a 47 percent increase in 
operating hours compared to 1995. In addition, the rig uti- 
lization rate for Rockwell Servicing also increased to 92 
percent for 1996 compared to 72 percent for the prior year. 
Well servicing utilization rates are based on 100% = 2,800 
operating hours per year. 


At December 31, 1996, 
the Ensign Group’s 

rig fleet totalled 134 

drilling rigs and 81 


well servicing rigs. 


Leyen Oilwell Servicing increased its rig 
fleet by six well servicing rigs as a result of 
the acquisition of the well servicing assets 
of K & S Well Servicing Ltd. The division 
operated a total of 41 well servicing rigs 
at December 31, 1996, compared to 35 
*— well servicing rigs operated at 

December 31, 1995. The rig utiliza- 
tion rate for Leyen Oilwell 
Servicing was 91 percent compared 
_ to an 83 percent utilization rate 
| recorded in 1995. The operating 
| hours for Leyen also increased by 

—— 30 percent reflecting the continued 

strong levels of activity in the heavy oil area 


around Lloydminster, Alberta. 


Eexapie mn sress 


Drilling and well servicing expenses were 
$177.5 million for fiscal 1996, an increase of 
32 percent over the 1995 total of $134.4 
million. The increase is consistent with the 
increase in the Corporation's revenue level. 
The primary factors associated with the 
increase were an expanded rig fleet and 
higher levels of activity experienced in 1996. 
Rig maintenance continued to be a high pri- 
ority for the Ensign Group in 1996. 
Significant planned expenditures were 
incurred during the year in order to maintain 
the rig fleet in peak operating efficiency and 
also ensure that the highest safety standards 
are maintained with the Corporation's 
personnel and equipment. 


Depreciation expense increased to $6.4 
million in 1996, up 28 percent over the $5.0 
million recorded in 1995. This increase is 
completely attributable to the significant 
number of acquisitions completed during the 
year as well as the other capital expenditures 
which were made during 1996. 

General and administrative expenses 
increased 56 percent during 1996 to $13.6 
million from the $8.7 million recorded in 
1995. The increase in costs is primarily relat- 
ed to the significant growth the Corporation 
experienced during the year. The general 
and administrative costs per revenue dollar 
increased in 1996 to 5.5 cents per revenue 
dollar, up from 4.8 cents per revenue dollar 
in 1995, due to increases in profit sharing 
bonuses to employees resulting from the 
Corporation's improved level of profitability. 

Interest expense decreased 23 percent 
to $1.3 million in 1996 from $1.7 million 
recorded in 1995. The decrease can be attri- 
buted to lower utilization of the Corpora- 
tion's operating lines of credit during the year 
compared to the levels at which they were 
utilized in 1995. In addition, the Corporation 
retired some long-term debt early in the year 
which initially lowered long-term debt inter- 
est expense. This however was offset by the 
use of a new long-term debt facility to 
finance the acquisitions which took place 
later in the year. 


Income and Cash Flow 


The Ensign Group recorded income of $25.8 million ($1.27 per 
share) for the year ended December 31, 1996, up 51 percent 
from $17.1 million ($0.89 per share) for the prior year. This 
increase can be attributed to a couple of factors. First, and more 
significantly, the increase in industry activity levels and resulting 
increases in pricing levels had a positive effect on the Corpora- 
tion's earnings for the year. Second, the increase in income can 
also be attributed to the acquisitions made late in the year which 
significantly increased the Ensign Group's rig fleet. 

The Ensign Group recorded an income tax provision for 
the year ended December 31, 1996 of $20.7 million. This 
amount can be broken down between a current income tax 
provision of $14.8 million and a deferred tax provision of $5.9 
million. By comparison, the Corporation recorded a current tax 
provision of $10.0 million and a deferred tax provision of $3.8 
million in 1995. 

Cash provided by operating activities (before changes in 
non-cash working capital) increased 47 percent to $38.2 mil- 
lion ($1.88 per share) for 1996 compared to $25.9 million 
($1.36 per share) for 1995. Consistent with the increase in 
earnings, the major factors resulting in the increase in cash 
flow for the year are the positive equipment utilization effects 
of high industry activity levels which existed throughout 1996, 
and the larger drilling and well servicing rig fleet operated by 
the Ensign Group during the year. 

During 1996 the Ensign Group declared and paid 
Common Share dividends totalling $4.1 million ($0.20 per 
common share) compared to a common share dividend pay- 
ment of $2.0 million ($0.10 per common share) in fiscal 1995. 


"These dividend payments were made pursuant to the semi- 


annual dividend policy as presently adopted by the Board of 
Directors for the payment of a dividend (in two installments) 
totalling approximately 20 per cent of the previous year's 
income per share subject to the ongoing financial needs of the 
Corporation. In March 1997 an additional $2.5 million was 
paid as dividends to shareholders on the basis of $0.12 per 
Common Share. 


ANCEOBUMIESH IG IOMES 


The primary use of the cash flow generated by the Corporation 
during the year was to fund the significant number of capital 
expenditures made during the year. The Ensign Group had net 
capital expenditures of $83.2 million in 1996, compared to $5.6 
million in 1995. The largest of these 1996 expenditures was 
the acquisition of the 27 Canadian-based 


Subsequent to December 31, 1996, the 
Ensign Group continued to implement its 
opportunistic growth strategy. In February 


on 


1997, the Leyen Oilwell Servicing 


drilling rigs and related assets of Simmons The Ensign Group division acquired the four well ser- 


Drilling Corp. in October 1996. Other 
notable acquisitions made during the year 
include the purchase of 19 operable drilling 


acquisitions in 1996 


made several strategic vicing rig fleet of Rotation Well 


Servicing Ltd. Additionally, the 
three new slant well servicing rigs 


rigs and related assets of United States- and, as a result, net were completed and placed into 
based Kenting Apollo Drilling, Inc. in capital expenditures service by mid-March 1997. The 


August 1996 and the November 1996 pur- 
chase of the 14 operable drilling rigs and 
related assets of Lynx Energy Services $83.2 million. 
Corp. that were operated in the United 

States as Cardinal Drilling. In addition to these acquisitions, the 
Corporation also increased its drilling rig fleet by the construc- 

tion of one slant drilling rig and one conventional drilling rig 
during 1996. The Ensign Drilling division also purchased two 
portable top drive units during the year for use in drilling hori- 

zontal wells and invested in the construction of a prototype 

coiled tubing drilling rig demonstrating the Corporation's con- 

tinued search for and development of new technology. The 
Ensign Group's well servicing operations also grew with the pur- 

chase of seven well servicing rigs from K & S Well Servicing Ltd. 

in September 1996. Additionally, the Rockwell Servicing division 

rebuilt two well servicing rigs using existing components and 

began construction of three new slant well servicing rigs. 


for the year totalled 


Corporation now operates a total 
of 86 well servicing rigs. In March 


1997, the Ensign Drilling division 
~ purchased five drilling rigs from 
Viper Drilling (1984) Ltd. The Ensign Group 


currently operates 139 drilling rigs. 


Finan ¢ialboCo ned 1 tion 

amd aliquid ity 

The Ensign Group had negative working 
capital of $4.2 million at December 31, 
1996, primarily the result of the inclusion of 
$15.0 million in the Corporation's current 
portion of long-term debt. This compares to 
a positive working capital position of $14.4 
million at December 31, 1995. The decrease 
in the working capital position can be attrib- 
uted to substantially higher capital expendi- 
tures incurred in 1996 compared to 1995. 
The Corporation anticipates that it will be in 
a positive working capital position by the end 
of the first quarter of 1997 due to a strong 
winter drilling season. 


The Corporation utilized $27.4 million 
of its $34.1 million available operating 
credit facility at December 31, 1996. At 
December 31, 1995 the corresponding fig- 
ures were $7.1 million utilized out of a total 
available line of credit of $19.2 million. The 
increase in the usage of the operating loans 
at year end reflect the increase in activity 
levels for the Ensign Group in both Canada 
and the United States. An additional factor 
contributing to this increase is the larger rig 
fleet in place at year end. The Ensign 
Group's long-term debt (including the cur- 
rent portion) increased to $51.1 million at 
December 31, 1996 compared to $7.5 mil- 
lion at December 31, 1995. The increase can 
be attributed to the financing requirements 
for the acquisitions which were completed 
during the year. All debt covenants associat- 
ed with the long-term debt have been met 
by the Corporation. 


Outlook 


The economic environment in which the 
Ensign Group operates provides for many 
uncertainties over which the Corporation has 
little or no control. Among these uncertain- 
ties, the fluctuation in oil and natural gas 
prices has the largest potential impact. These 
commodity prices affect the exploration and 
development budgets of the Corporation's 
customers. As these budgets are expanded or 
reduced there is a direct impact on the 
Corporation's operations. The other uncer- 


tainties which potentially affect the Ensign Group's operations 
include foreign exchange rates, performance of the North 
American economy, taxation and other regulatory pronounce- 
ments. The potential impact which one or all of these factors may 
have on the operations of the Corporation is difficult, if not 
impossible, to predict with any degree of certainty. 

One of the more optimistic developments for the Ensign 
Group may be the increase in the activity levels in the United 
States land-based oil and natural gas drilling industry. Activity 
and pricing levels had been extremely depressed for a substan- 
tial length of time coming into 1996. During the mid to latter 
parts of 1996, the continued strength of commodity prices 
resulted in a renewal of activity in the United States oil and gas 
industry. This increase in activity also has had a positive impact 
on pricing levels experienced during the early part of 1997. The 
above factors further strengthen the Corporation's belief that its 
investment in the United States has very little downside and 
significant upside particularly if the demand for domestic natur- 
al gas continues to improve in the Rocky Mountain region. The 
Ensign Group feels that the expansion of the United States 
drilling rig fleet in 1996 has the Corporation strategically situat- 
ed to take full advantage of increased levels of activity and pro- 
vides for a very optimistic outlook for the Corporation's United 
States operations. 

The overall outlook for the Canadian oil and gas industry 
remains very optimistic. All indications point towards 1997 
being a more active year than 1996. The Canadian Association 
of Oilwell Drilling Contractors forecasts the number of wells to 


‘be drilled in 1997 to be 14,362 wells, compared to the 12,695 


wells drilled in 1996. As a result, utilization rates and, conse- 
quently, pricing levels are expected to continue to be strong 
throughout the year. This positive outlook and an increased oil 
and gas drilling and well servicing rig fleet in Canada and the 
United States should result in record financial performance for 
the Ensign Group in 1997. 


CC ____LUManagement’s Responsibility 
for Financial Statements 


The consolidated financial statements and other information contained in the annual report are the responsibility of the 
management of the Company. The financial statements have been prepared in accordance with generally accepted 
accounting principles consistently applied, using management's best estimates and judgements, where appropriate. 

Preparation of financial statements is an integral part of management's broader responsibilities for the ongo- 
ing operations of the Company. Management maintains a system of internal accounting controls to ensure that 
properly approved transactions are accurately recorded on a timely basis and result in reliable financial statements. 
The Company's external auditors are appointed by the shareholders. They independently perform the necessary 
tests of the Company's accounting records and procedures to enable them to express an opinion as to the fairness 
of the consolidated financial statements, in conformity with generally accepted accounting principles. 

The Audit Committee, which is comprised of outside Directors, meets with management and the Company's 
external auditors to review the financial statements and reports on them to the Board of Directors. The financial 
statements have been approved by the Board of Directors. 


be a 


Selby Porter Glenn Dagenais 
President Vice President Finance and 

Chief Financial Officer 
March 27, 1997 


ee _CAUitors’ Report 


To the Shareholders of Ensign Resource Service Group Inc. 

We have audited the consolidated balance sheets of Ensign Resource Service Group Inc. as at December 31, 1996 and 
1995 and the consolidated statements of earnings and retained earnings and changes in financial position for the years 
then ended. These financial statements are the responsibility of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and dis- 
closures in the financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 1996 and 1995 and the results of its operations and the changes in 
its financial position for the years then ended in accordance with generally accepted accounting principles. 


He are. 


Calgary, Alberta Price Waterhouse 
March 27, 1997 Chartered Accountants 


Consolidated Financial Statements 


Consolidated Balance Sheet 


December 31 ($000s) 1995 


Assets 


Current assets 


Cash and cash equivalents $ 1,898 $ 83 
Accounts receivable 85,825 44,367 
Inventory and other 4,880 3,802 
92,603 48,252 
Property and equipment (note 3) 138,930 62,066 
Other, at cost 3,500 901 
$ 235,033 $119,219 
Liabilities 
Current liabilities 
Accounts payable and accrued $ 54,397 $ \ 23,263 
Operating line of credit (note 4) 27,370 7,073 
Current portion of long-term debt (note 4) 15,000 3,538 
96,767 33,874 
Long-term debt, net of current portion (note 4) 36,132 3,951 
Deferred income taxes 17,412 11,385 
Shareholders’ Equity 
Share capital (note 5) 18,540 17,599 
Retained earnings 66,182 44,410 
84,722 62,009 
$ 235,033 $ 111,219 


Approved by the Board 


Director Director 


en Saag en 


Consolidated Statement of Operations 


Year ended December 31 ($000s, except per share data) 


Revenue 


Drilling and servicing 


Expenses 
Drilling and servicing 
Depreciation 
General and administrative 
Interest — long-term 


Interest — other 


Income before income taxes 
Income taxes 

Current 

Deferred 


Income for the year 
Retained earnings, beginning of year 
Dividends 
Retained earnings, end of year 
Income per share (note 5) 

Basic 

Fully diluted 


& Retained Earnings 


1996 1995 

$ 245,429 $ 180,665 
177,522 134,449 
6,430 4,964 
13,608 8,677 
874 860 

456 793 
198,890 149,743 
46,539 30,922 
14,793 9,991 
5,918 3,783 
20,711 13,774 
25,828 17,148 
44,410 29,455 
(4,056) (2,193) 

$ 66,182 $ 44,410 
$ 4.27, $ 0.89 
$ 1.26 "$087. 


en s i gon 


Consolidated Statement of Changes in Financialepocitron 


Year ended December 31 ($o00s, except per share data) 
Operating Activities 
Income for the year 
Charges not affecting cash 
Depreciation 
Deferred income taxes 
Cash provided by operating activities before change in 
non-cash working capital 
Decrease (increase) in non-cash working capital 


Cash provided by operating activities 


Investing Activities 
Purchase of property and equipment, net of proceeds of disposal 
Other 
Cash used in investing activities 
Financing Activities 
Net increase (decrease) in long-term debt 
Issue of share capital (net of shares repurchased) 
Dividends paid 
Cash provided by (used in) financing activities 
Increase (decrease) in cash during year 
Cash and cash equivalents, beginning of year 
Cash and cash equivalents, end of year 
Cash flow per share (note 5) 
Basic 
Fully diluted 


For the purpose of the cash flow per share calculations, cash flow is defined as 


activities before change in non-cash working capital”. 


1996 y 


$ 25,828 


38,176 
8,895 
47,071 


(83,185) 
(2,599) 


(85,784) 


Ss 


43,643 
941 
(4,056) 
40,528 
1,815 
83 
$ 1,898 


$ 1.88 


$ 1.83 


1995 


$ 17,148 


4,964 
3,783 


25,895 
(16,545) 
9,350 


(5,580) 


(5,580) 


(2,465) 
229 
(2,193) 
(4,429) 
(659) 
742 


$ 1.36 


$ 1.30 


“Cash provided by operating 


LCN tUes to Consolidated Financial Statements 


(tabular amounts in thousand of dollars ) 
December 31, 1996 and 1995 


Pepasihss of Consolidation 

The accompanying consolidated financial statements include the accounts of Ensign Resource Service Group Inc. 
and its wholly-owned subsidiaries. The companies carry on the business of providing contract drilling and well ser- 
vicing services to the oil and gas industry. 


2, Significant Accounting Policies 

Income from contracts 

Income from contracts is recorded using the percentage of completion method. Losses are provided for in full when 
first determined. 


Inventory 
Inventory, comprised of spare rig parts and equipment, is recorded at the lower of cost and replacement cost. 


Property and equipment 
Property and equipment are recorded at cost. Depreciation is based on the estimated useful lives of the assets 


as follows: 

Estimated useful 
Asset Depreciation method life (years) 
Rigs and equipment Straight-line (residual 20%) 15 
Buildings Straight-line 20 
Automotive equipment Straight-line 3 
Office furniture and shop equipment Straight-line 5 


Foreign currency translation 

Financial statements of the Company's self-sustaining United States operations are translated to Canadian dollars 
using the exchange rate in effect at the balance sheet date for all assets and liabilities, and at average rates of 
exchange during the period for revenues and expenses. 


3. Property and Equipment 


December 31 


1995 

$ 2,084 
92,198 
5,205 
99,487 
37,421 

$ 62,066 


Property and equipment with a net book value of approximately $5,682,000 (1995 — $6,000,000) has no tax basis. 


4. Long-term Debt 


December 31 99 1995 
4,266 

7,489 

3,538 
$3,951, 


At December 31, 1996, the Company had available operating lines of credit totalling $34,112,000 
(1995 — $19,228,000) of which $27,370,000 (1995 — $7,073,000) was utilized at the bank prime interest rate 
(1995 — bank prime plus '/4%). Collateral for the bank loans and the operating lines of credit consist of a general 
security agreement, including a floating charge on certain assets, and an assignment of insurance on certain 
property and equipment. 


Principal payments of long-term debt are: 


1997, $ 15,000,000 
1998 $ 10,643,000 
1999 $ 9,072,000 
2000 $ 8,000,000 
2001 and thereafter $ 8,417,000 


ro 


Be Share Capital 


(a) Authorized 
Unlimited Common Shares 


Unlimited Preferred Shares, issuable in series 


(b) Outstanding 


~ (c) Options 


1995 
Number Amount 


18,039,209 $ 15,270 


1,400,000 2,100 
444,020 320 
(20,000) (91) 
19,863,229 17,599 
1,400,000 2,100 
(1,400,000) (2,100) 
SS W775) 


At December 31, 1996, there were stock options granted to employees, directors and officers outstanding in 
respect of 1,419,490 Common Shares (1995 -— 1,488,010) exercisable at prices from $0.70 to $19.00. These 


options expire at various dates to December 31, 2002. 


(d) Common Share Dividends 
During 1996, the Company paid dividends of $4,056,000 (1995 — $1,982,000), being $0.20 per Common Share 
(1995 — $0.10 per Common Share). Dividends of $2,467,000, being $0.12 per Common Share, were declared and 


paid as of March 31, 1997. 


ensign 


(e) Normal Course Issue Bid 

On July 2, 1995, the Company filed a Notice of Intention to make a Normal Course Issuer Bid (the “Bid”) with 
The Toronto Stock Exchange. Under the provision of the bid, the Company purchased 20,000 Common Shares at 
an average of $4.55 per share. These shares were subsequently cancelled in accordance with the terms of the bid. 


(f) Income Per Share and Cash Flow Per Share 

Income per share and cash flow per share have been calculated on the basis of the weighted average number of 
Common Shares outstanding for the year which amounted to 20,319,543 shares (1995 — 19,004,184 shares). Fully 
diluted income per share and fully diluted cash flow per share have been calculated on the basis of the weighted 
average number of Common Shares of 21,470,700 shares (1995 — 20,315,194 shares). 


6. Financial Instruments 
The Company's financial assets and liabilities as at December 31, 1996 included cash, accounts receivable, accounts 
payable and accrued liabilities, and the operating line of credit. Due to the current nature of these items, carrying 
amounts are considered to approximate fair value. 

Substantially all of the Company's long-term debt is at rates floating with the prime rate and, accordingly, the 
carrying amount is considered to approximate fair value. 

The Company is exposed to credit risk in relation to its accounts receivable at December 31, 1996. As substan- 
tially all of the Company's customers are relatively well financed and established oil and gas companies, the level 
of credit risk is considered by management to be minimal. 


ee CC Additional Information 


The Corporation 


Ensign Resource Service Group Inc. was incorporated on March 31, 1987 pursuant to the provisions of the Business 


Corporations Act (Alberta). Pursuant to a prospectus, on December 15, 1987, the Corporation became a reporting 


issuer in the Province of Alberta. 


Subsidiaries 


The following table sets forth the principal operating subsidiaries of the Corporation, the percentage of shares owned, 


directly or indirectly, by the Corporation and the jurisdiction of incorporation or continuance of the subsidiaries as of 


December 31, 1996: 


Name of Subsidiary 


Ensign Drilling Inc. 
Rockwell Servicing Inc. 
Leyen Oilwell Servicing Ltd. 
Tri-City Drilling (1968) Ltd. 
Caza Drilling Inc. 


ROC Biv NG CUO ig Cas 

August 15, 1995 — Leased 12 well servicing rigs, including 
three slant well servicing rigs, that had previously been 
operated by Drake-Well Servicing Ltd. in the Lloydminster, 
Alberta area. 


August 23, 1996 - Acquired 19 operable drilling rigs based in 
the Rocky Mountain region of the United States from Kenting 
Apollo Drilling, Inc. 


September 3, 1996 - Acquired seven well servicing rigs 
previously owned and operated by K & S Well Servicing Ltd. 
in the Lloydminster, Alberta area. 


October 25, 1996 - Completed the largest acquisition in the 
history of the Corporation with the purchase of 27 drilling rigs 
from Simmons Drilling Corp., a private Alberta-based contractor. 


of Incorporation 
or Continuance 


Percentage of Shares 
Beneficially Owned or 
Controlled by the Corporation 


Jurisdiction 


Alberta 100% 
Alberta 100% 
Saskatchewan 100% 
Alberta 100% 
Colorado 100% 


November 15, 1996 — Acquired 14 opera- 
ble drilling rigs, operated by Cardinal Drilling 
in the Rocky Mountain region of the United 
States, from Lynx Energy Services Corp. 


February 25, 1997 - Purchased Rotation 
Well Servicing Ltd., which owned and operat- 
ed four well servicing rigs in western Canada. 


March 10, 1997 - Acquired five drilling rigs 
in Canada from Viper Drilling (1984) Ltd. 


Additionally, the Corporation completed con- 
struction of a slant drilling rig in December 
1996 and began construction of three new 
slant well servicing rigs which were completed 
and put into service by mid-March 1997. 


Description of the Business 


All of the Corporation's revenue is derived from the provision of contract drilling and well servicing services supplied 
through five divisions, which indude the subsidiaries listed previously. The following identifies the principal operating 
divisions of the Corporation and their fleet size as at March 31, 1997: 


Division 

Ensign Drilling 

Tri-City Drilling 
Rockwell Servicing 
Leyen Oilwell Servicing 
Caza Drilling 


Fleet Size Area of Operation 

64 drilling rigs Western Canada 

29 drilling rigs Western Canada 

41 well servicing rigs Western Canada 


Western Canada 
Rocky Mountain region, 
United States 


45 well servicing rigs 


46 drilling rigs 


Rockwell Servicing and Leyen Oilwell Servicng carry on business jointly through the Ensign Servicing Partnership. 


Seasonality 

The oil and gas drilling and, to a lesser extent, 
the well servicing industry are subject to a 
degree of seasonality. Canadian operating 
activities within the industry are generally 
lower in April and May, during spring break- 
up. Activity tends to increase in the fall and 
peaks during the winter months of December 
through to March. United States operating 
activities tend to be lowest in the first quarter 
and build through the remainder of the year. 


Ensign Drilling and Tri-City Drilling 

The Corporation's Canadian drilling divisions operate a com- 
bined fleet of 93 drilling rigs throughout the Western Canadian 
Sedimentary Basin. The composition of the rig fleet encom- 
passes all drilling requirements from the shallow depth range 
to the deep oil and natural gas drilling requirements of the 
foothills region of the Rocky Mountains. Additionally, the 
Corporation has acquired a level of expertise in specialty 
drilling areas. Ensign Drilling has developed a leadership role in 
the area of horizontal drilling, including under-balanced drilling 


_and the horizontal re-entry of existing wells. Over the past five 


years, the Corporation has continued accumulating expertise 
and equipment such that it is capable of operating over 60 
drilling rigs in the horizontal market, which traditionally has 
provided better returns than conventional drilling. 


Operations for Ensign Drilling are based out of its office 
and shop facility located in Nisku, Alberta. During the peak of 
activity in the winter months, Ensign Drilling employs approx- 
imately 1,300 people. 

Tri-City Drilling, which concentrates on the drilling of 
shallow to intermediate oil and gas wells, operates out 
of an office and shop facility in Edmonton, Alberta. During peak 
periods, Tri-City Drilling employs approximately 600 people. 

Drilling services are conducted on a contract basis. Drilling 
contracts are awarded through either competitive bids or nego- 
tiation. The majority of the Corporation's drilling contracts are 
carried out on a daywork basis where specified drilling services 
are provided for a fixed charge per day regardless of the num- 
ber of days required to complete the well. The Corporation is 
obliged to provide the drilling rig and crews necessary to per- 
form the contract. Accordingly, all operating crews’ wages and 
certain operating and maintenance costs are the responsibility 
of the Corporation in completing the contract. 


Rockwell Servicing and Leyen Oilwell Servicing 
The Corporation's oil and gas well servicing divisions operate a 
combined fleet of 86 well servicing rigs. Both divisions provide 
shallow to deep well servicing activities to oil and gas producers. 
Well servicing work is usually performed on a “call up” basis and 
is not generally subject to contractual arrangements. The amount 
charged is based on an agreed-to rate per hour which is subject 
to the type of rig and nature of the service to be performed. 
Rockwell Servicing operates 41 well servicing rigs and pro- 
vides well servicing throughout Alberta, northeastern British 
Columbia and parts of western Saskatchewan through its oper- 
ating stations located in Ardmore, Brooks, Grande Prairie and 
Red Deer, Alberta. Rockwell Servicing has earned recognition in 
the servicing of heavy oil wells and currently operates nine of 
20 available slant service rigs. During periods of peak activity, 
Rockwell Servicing employs approximately 350 people. 


The Leyen Oilwell Servicing division 
operates 45 well servicing rigs out of its office 
and shop facility located in Lloydminster, 
Alberta. The majority of Leyen Oilwell 
Servicing’s work is performed in the Lloyd- 
minster area. During peak months, this 
division employs approximately 300 people. 


Caza Drilling 

Caza Drilling operates 46 drilling rigs in the 
Rocky Mountain region of the United States. 
Generally speaking, the United States land- 
based drilling climate remains depressed and 
lags behind the Canadian market in terms 
of activity and profitability; however, utiliza- 
tion has recently begun to improve with 
improved commodity prices in the Rocky 
Mountain region. The Ensign Group remains 
confident that the Caza Drilling division will 
generate positive results for the Corporation. 
Caza Drilling was established with a low 
overhead which enables it to compete in 
such a market. To date, the results of Caza 
Drilling are immaterial to the Corporation. 
During peak periods of activity, this division 
employs approximately 800 people. 


Competitive Conditions 

The oil and gas drilling and well servicing 
activities of the Corporation are exposed 
to fluctuating oil and gas prices which affect 
the exploration and development budgets of 
its customers. Additionally, the Corporation 
is subject to legislation governing environ- 
mental and safety matters, and to unpre- 
dictable and uncontrollable weather patterns 
which affect the ability to provide contracted 
services in remote locations. 


Year 1991 
Number of wells (Canada) 5,388 


The industry is also subject to intense competition due to an 
over-supply of equipment within the industry. Recent equipment 
rationalizations and consolidations within the industry have 
improved competitive conditions as a greater proportion of the 
industry fleet is concentrated in the hands of a few larger con- 
tractors which are public companies. 

The oil and gas drilling and well servicing industry has 
seen an increase in activity levels in recent years after a pro- 
longed period of low activity. An indication of activity levels is 
provided by the number of wells drilled in western Canada 
over the past five years. 

The Corporation achieved growth through periods of low 
activity by making strategic acquisitions and increasing market 
share, particularly in specialty market areas. 


1992 1993 1994 1995 1996 
4,771 9,396 11,871 11,062 12,695 


Quarterly Financial Information (unaudited) 
($000s, except per share data) 


Quarter Ended 


ma 1995 
Dec. 31 Sep.30 Jun.30 Mar. 31 


46,276 41,070 30,149 63,170 
S19 4,125 2,198 7,306 


O19 0.21 0.11 0.38 
0.18 0.21 0.11 0.37 
SHA, 6,791 4,421 8,966 


0.30 0.36 0.23 0.47 
0.29 0.34 0.22 0.45 


The quarterly information illustrates the seasonality of the Corporation's business. 


Share Trading Summary 


For the three months ended High ($) Low ($) Close ($) Volume Value ($) 

1995 

March 31 5375 3.000 4.350 504,127 1,984,076 

June 30 5.250 4.300 4.400 2,306,376 11,032,098 

September 30 6.125 4.250 5.625 692,287 3,469,565 
~ December 31 7.250 4.500 7.000 3,495,725 19,278,383 


Total 6,998,515 


35,764,122 


The Common Shares of the Corporation are listed for trading on The Toronto Stock Exchange and trade under the 
symbol “ESI”. 
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eres eLected: FinanclalData 


($000s, except per share amounts 


and ratios) 1995 1994 1993 ER 1991 
Reve 180,665 174,940 92,715 41,341 33,503 
46,216 46,606 18,886 8,647 6,515 
25.58% 26.64% | 22.83% 20.92% 19.45% 
4,964 3,412 2,213 1,407 1,375 
17,148 19,165 8,258 3,438 1,361 
0.89 1.06 0.49 0.23 0.10 
0.87 0.95 0.43 0.21 0.09 
25,985 25,703 13,552 4,709 2,878 
1.36 1.44 0.82 0.34 0.21 
1.30 1.26 0.71 0.28 0.17 
5,580 28,352 6,990 4,850 7,833 
7,489 9,954 7,929 9,787 7,961 
62,009 46,825 27,749 16,948 11,563 
OnE 0.2:1 ORE 0.6:1 Oa 


| 19,004,184 17,874,053 16,488,678 = 13,813,997 13,738,594 


7.00 5.00 5.63 1.45 1.00 
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Ensign Drilling 
Selby Porter 
President 


Bob Geddes 
Vice President and 
General Manager 


Wayne Kipp 
Vice President Operations 


Earle Routly 
Assistant General Manager 


Tom Fellows 
Sales and Marketing Director 


Rick Simonton 
Contracts Manager 


Bob Zanusso 
Operations Manager 
Dave Fyhn 

Manager Administration 
Paul Meade-Clift 
Engineering Manager 


Wayde Barker 

Dale Leitner 

Ernie Massner 

Ken Wildeboer 

Dale Wollin 

Drilling Superintendents 
Rob Wilman 

Safety Coordinator 


Ralph Cock 
Equipment Manager 


Hank van Drunen 
Shop Manager 


Evonne Fredine 
Chief Accountant 


Cindy Hames 
Personnel Coordinator 


Walter Hopf 
Field Safety Coordinator 


Don Juska 

Safety and Training Coordinator 
Peri Kimber 

Administrative Assistant 

Herb McAleenan 


Gregor Schoenberg 
Sales Engineers 


Tom Medvedic 
Controller 


Sa> 


LLL Operating Management 


Arnet Pachal 
Purchasing Coordinator 


Judy Selby 
Contracts Administrator 


Tri-City Drilling 
Alex Racine 
President 


Rose Marie Kody 
General Manager 


Hans Jandl 

Mike Przysiezny 

Rick Vanee 

Drilling Superintendents 


Marsh Lazarenko 
Safety and Training Coordinator 


Caza Drilling Inc. 


Selby Porter 
President 


Ed Kautz 

Managing Director 

Mike Nuss 

General Manager, 
Operations and Contracts 


Tom Schledwitz 
General Manager, 
Operations and Engineering 


Steve Hunt 
Controller 


Charlie Cogdill 
Wayne Fisher 
Hugh Giberson 
Jim McCathron 
Drilling Managers 


Dan Welschmeyer 
Safety Coordinator 


Helen Cardon 
Office Manager 


Leyen Oil Well Servicing 
Glenn Dagenais 

President 

Bryan Toth 


Vice President and 
General Manager 


Darwin Dean 
Operations Manager 


Art Brunet 
Field Safety Coordinator 


Vern McKinnon 
Shop Manager 


Emil Wark 
Chief Accountant 


Field Superintendents 


Barren Graham 
Bonnyville 


Miles Kosteriva 
Kitscoty 


Dick Polinsky 
Maidstone 


Roger Snider 
Wainwright 


Rockwell Servicing 


Glenn Dagenais 
President 


Bryan Toth 
Vice President and 
General Manager 


Lyle Aubin 
Operations Manager 


Ken Mcinnis 
Marketing Manager 


Art Brunet 
Field Safety Coordinator 


Gord Moug 

Pat Sheehan 

Derrick Sparks 

Sales Representatives 


Marguerite Smith 
Chief Accountant 


Station Managers/ 
Field Superintendents 
Jeff Hallwachs 

Fred Benio 

Deven McBroom 
Ardmore 

Lyndon Irving 

Brooks 


Fred Steward 
Grande Prairie 


R.J. Toth 
Gord Riguidel 
Red Deer 
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Directors 

Jack Donald 

Chief Executive Officer 
Parkland Industries Ltd. 


N. Murray Edwards°?t* 
President 
Edco Financial Holdings Ltd. 


James B. Howe®t* 
President 


Bragg Creek Financial Consultants Ltd. 


Donald Jewitt°t 
President 
Veteran Resources Inc. 


Len Kangast 
Independent Businessman 


Selby Porter 
President 
Ensign Resource Service Group Inc. 


John Schroeder®* 
Chief Financial Officer 
Parkland Industries Ltd. 


George S. Ward 
Independent Businessman 


Committee Members: 

0 Audit 

+ Corporate Governance 
* Compensation 


Management 


N. Murray Edwards 
Chairman 


George S. Ward 
Vice Chairman 


Selby Porter 
President 


Glenn Dagenais 
Vice President Finance and 
Chief Financial Officer 


Tom Medvedic 
Controller 


Head Office 

900, 400 Fifth Avenue S.W. 
Calgary, Alberta T2P OL6 
Telephone (403) 262-1361 
Facsimile (403) 266-3596 


Banker 
Royal Bank of Canada 


Auditors 
Price Waterhouse 


Legal Counsel 
Burnet, Duckworth & Palmer 


Stock Exchange Listing 
The Toronto Stock Exchange 
Symbol: ESI 


Transfer Agent 
Montreal Trust Company 
of Canada 


_Ensign Drilling 
900, 400 Fifth Avenue S.W. 
Calgary, Alberta T2P OL6 
Tel: (403) 262-1361 
Fax: (403) 266-3596 


Nisku Operations Centre 
2001 Fourth Street 
Nisku, Alberta T9E 7W6 
Tel: (403) 955-8808 
Fax (403) 955-7208 


Estevan Office 
Tel: (306) 634-9411 
’ Fax: (306) 634-6654 


Fort St. John Office 
Tel: (250) 787-0101 
Fax: (250) 787-1532 


Tri-City Drilling 

14305 — 120 Avenue 
Edmonton, Alberta T5L 2R8 
Tel: (403) 453-3771 

Fax: (403) 453-3198 


Caza Drilling Inc. 
Suite 360, 1801 Broadway 
Denver, Colorado 80202 

- Tel: (303) 292-1206 

Fax: (303) 292-5843 


Rockwell Servicing 
900, 400 Fifth Avenue S.W. 
Calgary, Alberta T2P OL6 
Tel: (403) 265-6361 
Fax: (403) 266-3596 


Ardmore Station 
Tel: (403) 826-6464 
Fax: (403) 826-4305 


Brooks Station 
Tel: (403) 362-3346 
Fax: (403) 362-6069 


Grande Prairie Station 
Tel: (403) 539-6736 
Fax: (403) 539-1993 . 


Red Deer Station 
Tel: (403) 346-6175 
Fax: (403) 343-6061 


Leyen Oilwell Servicing 
6302 — 53 Avenue 
Lloydminster, Alberta TOV 2E2 
Tel: (403) 875-5278 

Fax: (403) 875-6402 


Ensign Resource Service Group Inc. 
900, 400 Fifth Avenue S.W. 
Calgary, Alberta T2P OL6 


Printed in Canada 


